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FOREWORD 





This document contains a study made by the Civil Service Come 
mission to develop the relative desirability of a Federal position as 
compared with one in private industry. 

To quote the report ““The result is rather dramatic. It shows that 
the individual must receive a gross income on the outside the value 
of which will be nearly double his gross Government salary. This 
requires some explanation.” 

The report, including the explanation, is contained in this document. 

Tom Murray, Chairman, 


iit 








LETTER OF TRANSMITTAL 





Unirep States Crvit Service Commission, 
Washington, D. C., January 20, 1958. 
Hon. Tom Murray, 
Chairman, Committee on Post Office and Civil Service, 
House of Representatives. 

Dear Mr. Murray: This is in further reply to your letter of Sep- 
tember 25, 1957, in which you requested a study for employees in 
grades GS-7 through GS-11 similar to a grade GS-17 study we pre- 
pared. This was an attempt to illustrate the considerations a Federal 
civil servant must take into account in deciding whether to accept an 
attractive job offer from private enterprise. The GS-17 study was 
summarized in an article entitled “U.S. Job Benefits Shown Better 
Than in Industry,” which appeared in the Washington Post and Times 
Herald on September 15, 1957. 

We have taken the liberty of limiting the new study to grades GS-7, 
GS-9, and GS-11, since grades GS-8 and GS-10 are relatively little 
used and figures for them would fall between those shown for the other 
three grades. 

In the grade GS-17 study, it was assumed that the employee is now 
receiving the base salary of the grade. In the lower grades, we felt 
that an employee 50 years old with 23 years of service would more likely 
have progressed above the base of the grade. Hence in the new study 
we have assumed the employee is receiving salary at the fourth step, 
but otherwise the assumptions are the same. 

Due to the many figures involved in the new study, we felt that the 
best way to show the results would be to insert revised figures at the 
appropriate places in the text of the original study. I am enclosing 
three copies, revised for grades GS-7, GS-9, and GS-11, together with 
an unmarked copy for grade GS-17 which contains material not shown 
in the newspaper article. 

Sincerely yours, 
Harris Evtswortu, Chairman. 
IV 





Unitep States Civit Service Commission, BuREAU OF 
DEPARTMENTAL OPERATIONS 





GS-7 


Tue Case or Mr. SMITH 
INTRODUCTION 


This is an attempt to illustrate, in dollars-and-cents terms, the 
considerations a Federal civil servant at the GS—7 level must take 
into account in deciding whether to accept an attractive job offer 
from private enterprise. 

METHOD 


The method we have used is to put a price on the individual’s rights 
to retirement and survivor protection and to add this price to his 
present salary. The sum of these two figures represents the value of 
the offer he must receive on the outside in order that he may be as 
well off with respect to salary-plus-protection as he is in his Govern- 
ment job. 

The result is rather dramatic. It shows that the individual must 
receive a gross income on the outside the value of which will be nearly 
double his gross Government salary. This requires some explana- 
tion. First, the break-even income he must receive on the outside 
has been computed entirely in terms of salary. This has been done 
because it is not possible to predict what, if any, fringe benefits the 
job will carry with it. To the extent such benefits go with the job, 
the outside salary as such could of course be lower. Second, the 
amount he must pay to buy from an insurance company retirement 
and survivor protection which will be roughly equivalent to that he 
now has may seem surprisingly high. On this point it can only be 
said that these costs have been computed by the actuaries of one of 
the largest American insurance companies and there would seem to 
be no reason to question them. 

It should be emphasized that all of the figures in the illustration 
are approximate and that most of them have been rounded. The 
costs shown for annuities purchased on the open market are today’s 
costs: It is probable that 2 or 3 years from now the same annuities 
would cost more. Further, an individual would find it difficult to 
purchase for himself annuities tailored as these are to his own needs 
and circumstances. At best, he might be able to approximate their 
benefit terms. 

Appendixes appearing at the end of each study show in detail the 
specifications on which the computations have been based. 
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PERSONAL DATA 


The subject of our illustration we will call Mr. John Smith. Mr. 
Smith is married, 50 years old and, having entered Federal service in 
1934, now has 23 years of service. He is at the fourth step of grade 
GS-7, and his present annual salary is accordingly $4,930. 


ASSUMPTIONS 


We must make certain arbitrary assumptions. Our first two 
assumptions we will make to be on the conservative side: First, that 
however long Mr. Smith stays in the service he remains in grade 
GS-7; second, that for the rest of his service there are no general 
salary increases. We will also assume that whether Mr. Smith stays 
in Federal service or accepts the offer he has received from outside 
with the X YZ corporation he will wish in any case to retire at or about 
age 60. Finally, we will assume that he will wish, if he accepts the 
outside offer, to continue to provide survivor protection for his wife 
and retirement income (including disability retirement income) for 
himself comparable to that which she and he will have if he remains 
in the Federal service. 

PROBLEM 


The problem we have set ourselves is to ascertain what salary 
Mr. Smith will have to obtain in the job with the XYZ corporation 
if he is to break even. 

BASIC COMPUTATION 


1. If Mr. Smith leaves the Government now, he will be entitled to 
a deferred civil-service annuity at age 62 of $2,070 a year. Assuming 
that he wishes to provide the maximum survivor annuity for his wife 
at that time, his own annuity will be reduced to $2,020 for himself, 
and his widow will be entitled to a survivor annuity of $1,040. (See 
appendix A, assumption 1.) 

2. If, on the other hand, Mr. Smith remains in the service for 10 
more years and retires at age 60, the corresponding civil-service 
annuities (based on additional service and, because of within-grade 
pay increases, a slightly higher “high-five’ average salary) will be 
$3,240 for himself alone, or $3,100 for himself with $1,620 survivor 
annuity for his widow. (See appendix A, assumption 4.) 

3. If Mr. Smith leaves the service now and wishes to provide an 
equivalent annuity for himself commencing at age 60 with equivalent 
survivor annuity for his wife, an open market. purchase at a level 
annual premium over a 10-year period will cost him $2,840 per annum. 
(See appendix B, example I-A.) 

4. As a Federal employee, if Mr. Smith should become disabled 
between age 50 and age 60, he would be entitled to a disability annuity. 
At age 55, midway through the 10-year period, this would be $2,530 
for himself with $1,300 survivor annuity for his widow. (See appendix 
A, assumption 2.) We may therefore take the figure of $2,530 per 
annum as an approximation of what he would need to buy in the way 
of a disability annuity to cover him up to age 60 if he leaves the service. 
But if he becomes disabled between the time he leaves the service and 
the time he reaches age 60, Mr. Smith will also want to continue his 
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premium payments of $2,840 per annum on the annuity which is to 
commence at age 60. 

He will need, in other words, to buy a disability policy which will 
pay him $2,530 plus $2,840 per annum in case of disability, or a total 
of $5,370. The cost of a disability policy purchased on the outside 
which would pay him $5,370 a year for the unexpired period to age 
60 would be about $300 a year if issued at age 50. (See appendix 
B, example I-B.) 

5. If Mr. Smith should die between age 50 and age 60 while in the 
Federal service, his widow (assuming he died at age 55) would receive 
a life annuity of $1,300. The premium cost of a term life policy 
(issue age 50 with protection to age 60) which would pay his widow 
$1,300 a year for her lifetime would be approximately $530 per annum. 
(See appendix B, example I-C.) 

6. Mr. Smith’s present salary is $4,930. His present net income 
after civil service retirement withholding and after Federal income 
tax is $3,960. (Standard deductions are assumed for income tax.) 
Add to this the $2,840 annual cost of the privately purchased annuity 
(item 3 above), the $300 annual premium for the disability annuity 
(item 4), and the $530 term life premium for the survivor annuity 
(item 5) and we find that Mr. Smith’s net income from the XYZ 
corporation after Federal income tax must be $7,630 in order that he 
may break even. At present tax rates this means that Mr. Smith’s 
gross salary with the XYZ corporation must be approximately 
$9,100, or nearly twice his present salary. 


FACTORS LEFT OUT OF ACCOUNT 


The foregoing computation is, of course, very rough. It leaves at 
least two factors out of account. First, Mr. Smith’s job with the XYZ 
corporation would undoubtedly give him social-security coverage, 
with a modest annuity based on service from age 50 to age 60 to which 
he would be entitled starting at age 65. Second, and more important, 
it does not, for obvious reasons, take account of any retirement an- 
nuity, deferred salary payments, or other extra benefits which the 
XYZ corporation job might provide. Either contingency would 
reduce Mr. Smith’s break-even point. 


OFFSETS 


But there are offsets to these uncalculated considerations. Though 
they cannot be equated in terms of money, they are nonetheless 
significant. For example, Mr. Smith, if he stays in the Federal 
service, need not wait until age 60 for optional retirement. He may, 
if he wishes, retire at age 57 with 97 percent of full annuity, since he 
will then have 30 years of service. 

Or, since he already has more than 20 vears of service and is 50 
years of age, he may retire at any time from now on, with immediate 
annuity, if his job is abolished or if he is otherwise involuntarily 
separated except for cause. This annuity will be computed on his 
present service with a reduction from full annuity of 1 percent for 
ach vear he is under age 60 (but not under age 55) plus 2 percent 
for each vear, if any, he is under age 55. 

The cash value of the first of these offsetting considerations is 
illustrated below. 
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OPTIONAL RETIREMENT AT AGE 57 


1. It has been pointed out above that Mr. Smith may, if he stays 
in the service, retire at age 57 with 30 years of service. His civil 
service retirement annuity would then be $2,680 for himself with 
$1,390 for his widow. (See appendix A, assumption 3.) 

2. To obtain the same benefits with the XYZ corporation, Mr. 
Smith, if he goes into the open market to purchase straight and dis- 
ability annuities and comparable survivor protection for his wife, will 
have to pay the following annual premiums over the next 7 vears: 


enn Wem fst Dt eve be i $3, 980 
Pent MIE Y 5 og oo th. oe Ss og ed Ess Ra ke ae eke aes 300 
CAN RRO GRT MANOR SED PRONE a os a te Sails ciel ena arcana wae 500 

MO TO i a ee ca a EE ett eee eh eRe tee 4, 780 


(See appendix B, example I.) 

3. The purchase of these policies, with the payment of such a 
premium cost, would raise Mr. Smith’s break-even point so that he 
would need a net salary from the XYZ Corp., after Federal income 
tax, of $8,740. This would mean a gross salary, at present tax rates, 
of approximately $10,500. 

CONCLUSION 


It is believed that the foregoing analysis, even with its omission 
of a number of the variables that will differ with each individual, 
demonstrates one fact quite clearly. This is that Mr. Smith (if, 
like most Federal employees in his situation, he wishes to retire from 
active employment at or about age 60) should think long and hard 
before he decides, at age 50, to leave the Federal Government for 
private enterprise. If he leaves he will need to command a salary, 
or a salary including supplementary benefits, of something in the 
neighborhood of $9,100 a year in order to break even with his present 
situation at the fourth step of grade GS-7. 


ApPENDIx A 
Civil service retirement annuities 


{Calculated for Mr. John Smith, now age 50 with 23 years of service and serving at the 4th step salary 
rate of GS 7] 


Years of Reduced annuity 
Assumption service High 5 Annuity and 
} survivor annuity 


. . , | -— $2,020 (self). 
1. Resigns now. Annuity starts at age 62__- 23 $4, 900 | $2, 070 Aeros oe, 
: . . as — $2,530 (self). 
2. Retires for disability at age 55_-- i ‘i 28 | 5, 000 2, 610 \ei'aep tw re 
3. Continues to age 57, then retires optionally at ‘ men |f $2,680 (self). 
; : : 3 5 2, a0s : 
97 percent of full annuity. 0 >» 100 780 |\$1,390 (widow). 
: fealf 
4. Continues to age 60-_-- asinine: 33 | 5, 200 | 3, 240 |{ $3,100 (self). 


$1,620 (widow). 
| 








FEDERAL POSITIONS COMPARED TO PRIVATE INDUSTRY 5 


APPENDIX B 


APPROXIMATE YEARLY PREMIUM Cost oF ANNUITIES PURCHASED IN THE OPEN 
MARKET 


Example I (retirement at age 60) 


A. Level annual premium from age 50 to age 60 for annuity which pays 
insured: 
1. $3,100 from age 60 to age 62 : hh inns ae ee 
2. $1,080 thenceforward (difference between the $3,100 he 
would have received if he had stayed in service to age 60 
and the $2,020 he will receive as deferred annuity starting 
at age 62) or, if insured dies after age 60 and leaves a sur- 
viving widow, will pay his widow 
3. $1,620 thence forw ard if insured dies after atts lining age 60 but 
before age 62 i = = Sue oe GS-8 
t. $580 thenceforw ard if insured dies after attaining age 62 
(difference between the $1,620 she would have received as 
survivor if he had stayed in service to age 60 and the $1,040 
she will receive as survivor of recipient of deferred annuity 
commencing at his age 62). 
B. Level annual premium age 50 to age 60 for disability policy which will 
pay insured (for unexpired period to age 60): 
1. $2,840 per annum to take care of premium under ‘A’”’ above, 
plus 300 
$2,530 per r annum, the disability annuity to which he would have 
been entitled at age 55 if he had stayed in service. (Age 
55 is selected as being the best average that can be struck.) 
('. Level annual premium from age 50 to age 60 for term life policy 
(issue age 50 with protection to age 60) which will pay widow $1,300 
per annum for her lifetime : ; cote Bes 530 


Se 
to 


840 


») 


Total annual premium - --- a! ire A ten" 3, 670 


Example II (retirement at age 57) 


\. Level annual premium from age 50 to age 57 for annuity which pays 
insured: 
$2,680 from age 57 to age 62 : 
$660 thenceforward (difference between the $2,680 he could 
have received if he had stayed in the service to age 57 and the 
$2,020 he will receive as deferred annuity starting at age 62) 
or, if insured dies after age 57 and leaves a surviving widow, 
w ill pay his widow ; $3, Y8O 
3. $1,390 thenceforward if insured dies after r attaining : age 57 but 
a fore age 62 as . pte haf. ‘ 

{. $350 thenceforward if insured dies after attaining age 62 
(difference between the $1,390 she would have received as 
survivor if he had stayed in service to age 57 and the $1,040 
she will receive as survivor of recipient of deferred annuity 
commencing at his age 62) 

B. Level annual premium age 50 to age 57 for disability polic: y which 
will pay insured (for une Sapired period to age 57): 

1. $3,980 per annum to take care of premium under “A” above, 
plus 300 

2. $2,440 per annum, the diss ibility. annuity to which he would 
have been entitled at age 54 if he had stayed in service. (Age 
54 is selected as being the best average that can be struck) - ~~~ 

C. Level annual premium from age 50 to age 57 for term life policy (issue 
age 50 with protection to age 57) which will pay widow $1,255 per 
annum for her lifetime - 4.4 : 4 pat 500 


l 
9 


Total annual premium . . ; aaeh 1, 780 
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“NoY 
‘S-9 
Tue Case or Mr. Smita 
INTRODUCTION 


This is an attempt to illustrate, in dollars-and-cents terms, the 
considerations a Federal civil servant at the GS-9 level must take 
into account in deciding whether to accept an attractive job offer 
from private enterprise. 

PpRSONAL Data 


The subject of our illustration we will call Mr. John Smith. Mr. 
Smith is married, 50 years old and, having entered Federal service in 
1934, now has 23 years of service. He is at the fourth step of grade 
GS-9, and his present annual salary is accordingly $5,845, 


ASSUMPTIONS 


We must make certain arbitrary assumptions. Our first two 
assumptions we will make to be on the conservative side: First, 
that however long Mr. Smith stays in the service he remains in grade 
GS-9; second, that for the rest of his service there are no general 
salary increases. We will also assume that whether Mr. Smith stays 
in Federal service or accepts the offer he has received from outside 
with the XYZ Corp. he will wish in any case to retire at or about age 
60. Finally, we will assume that he will wish, if he accepts the outside 
offer, to continue to provide survivor protection for his wife and retire- 
ment income (including disability retirement income) for himself 
comparable to that which she and he will have if he remains in the 
Federal service. 

PROBLEM 


The problem we have set ourselves is to ascertain what salary Mr. 
Smith will have to obtain in the job with the XYZ Corp. if he is to 
break even. 

BASIC COMPUTATION 


1. If Mr. Smith leaves the Government now, he will be entitled to 
a deferred civil service annuity at age 62 of $2,450 a year. Assuming 
that he wishes to provide the maximum survivor annuity for his wife 
at that time, his own annuity will be reduced to $2,380 for himself, 
and his widow will be entitled to a survivor annuity of $1,220. (See 
appendix A, assumption 1.) 

2. If, on the other hand, Mr. Smith remains in the service for 10 
more years and retires at age 60, the corresponding civil-service 





FEDERAL POSITIONS COMPARED TO PRIVATE INDUSTRY 7 


annuities (based on additional service and, because of within-grade 
pay increases, a slightly higher ‘‘high-five’’ average salary) will be 
$3,800 for himself alone, or $3,600 for himself with $1,900 survivor 
era for his widow. (See appendix A, assumption 4.) 

If Mr. Smith leaves the service now and wishes to provide an 
quel annuity for himself commencing at age 60 with equivalent 
survivor annuity for his wife, an open- -market_ pertans at a level 
annual premium over a 10-year period will cost him $3,250 per annum. 
(See appendix B, example I-A.) 

4. As a Federal employee, if Mr. Smith should become disabled 
between age 50 and age 60, he would be entitled to a disability annuity. 
At age 55, midway through the 10-year period, this would be $2,950 
for himself with $1,540 survivor annuity for his widow. (See appendix 
A, assumption 2.) We may therefore take the figure of $2,950 per 
annum as an approximation of what he would need to buy in the way 
of a disability annuity to cover him up to age 60 if he leaves the 
service. But if he becomes disabled between the time he leaves the 
service and the time he reaches age 60, Mr. Smith will also want to 
continue his premium payments of $3,250 per annum on the annuity 
which is to commence at age 60. 

He will need, in other words, to buy a disability policy which will 
pay him $2,950 plus $3,250 per annum in case of disability, or a total 
of $6,200. The cost of a disability policy purchased on the outside 
which would pay him $6,200 a vear for the unexpired period to age 
60 would be about $340 a year if issued at age 50. (See appendix B 
example I-B.) 

If Mr. Smith should die between age 50 and age 60 while in the 
Federal service, his widow (assuming he died at age 55) would receive 
a life annuity of $1,540. The premium cost of a term life policy (issue 
age 50 with protection to age 60) which would pay his widow $1,540 
a year for her lifetime would be approximately $620 per annum. [See 
appendix B, example I-C.) 

Mr. Smith’s present salary is $5,845. His present net income 
after civil-service-retirement withholding and after Federal income 
tax is $4,650. (Standard deductions are assumed for income tax.) 
Add to this the $3,250 annual cost of the privately purchased annuity 
(item 3 above), the $340 annual premium for the disability annuity 
(item 4), and the $620 term life premium for the survivor annuity 
(item 5) and we find that Mr. Smith’s net income from the XYZ cor- 
poration after Federal income tax must be $8,860 in order that he 
may break even. At present tax rates this means that Mr. Smith’s 
gross salary with the XYZ corporation must be approximately $10,650, 
or nearly twice his present salary. 


FACTORS LEFT OUT OF ACCOUNT 


The foregoing computation is, of course, very rough. It leaves at 
least two factors out of account. First, Mr. Smith’s job with the 
XYZ corporation would undoubtedly give him social-security cover- 
age, with a modest annuity based on service from age 50 to age 60 to 
which he would be entitled starting at age 65. Second, and more 
important, it does not, for obvious reasons, ‘take account of any retire- 
ment annuity, deferred salary payments, or other extra benefits 
which the XYZ cor poration job might provide. Either contingency 
would reduce Mr. Smith’s break-even point. 
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OFFSETS 


But there are offsets to these uncalculated considerations. Though 
they cannot be equated in terms of money, they are nonetheless 
significant. For example, Mr. Smith, if he stays in the Federal 
service, need not wait until age 60 for optional retirement. He may 
if he wishes, retire at age 57 with 97 percent of full annuity, since he 
will then have 30 years of service. 

Or, since he already has more than 20 years of service and is 50 
years of age, he may retire at any time from now on, with immediate 
annuity, if his job is abolished or if he is otherwise involuntarily sep- 
arated except for cause. This annuity will be computed on his 
present service with a reduction from full annuity of 1 percent for 
each year he is under age 60 (but not under age 55) plus 2 percent for 
each year, if any, he is under age 55. 

The cash value of the first of these offsetting considerations is 
illustrated below. 


OPTIONAL RETIREMENT AT AGE 57 


1. It has been pointed out above that Mr. Smith may, if he stays 
in the service, retire at age 57 with 30 years of service. His civil- 
service-retirement annuity would then be $3,120 for himself with 
$1,640 for his widow. (See appendix A, assumption 3.) 

To obtain the same benefits with the XYZ corporation, Mr. 
Smith, if he goes into the open market to purchase straight and 
disability annuities and comparable survivor protection for his wife, 
will have to pay the following annual premiums over the next 7 years: 


Straight annuity______-_- apy eee paises buel?.Us: _... $4, 590 
Disability annuity. Le hg din ch leet tae putartes cghtins 340 
Term life with annuity to widow. i ciate oe TA et 580 

Annual total__. 3 : Md ee 5,510 


(See appendix B, Bi aie TL. ) 

3. The purchase of these policies, with the payment of such a 
premium cost, would raise Mr. Smith’s break-even point so that he 
would need a net salary from the XYZ corporation, after Federal 
income tax, of $10,160. This would mean a gross salary, at present 
tax rates, of approximately $12,400. 


CONCLUSION 


It is believed that the foregoing analysis, even with its omission of 
a number of the variables that will differ with each individual, demon- 
strates one fact quite clearly. This is that Mr. Smith (if, like most 
Federal employees in his situation, he wishes to retire from active 
employment at or about age 60) should think long and hard before 
he decides, at age 50, to leave the Federal Government for private 
enterprise. If he leaves he will need to command a salar y, or a salary 
aAadine supplementary benefits, of something in the neighborhood 
of $10,650 a year in order to break even with his present situation 
at the fourth step of grade GS-9. 
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3. Continues to age 57, then retires optionally at 


‘ 
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‘aleulated for 


Resigns now. 


97 percent 


Continues to age 60 


Retires for disability at age 55 


APPENDIX A 
Civil service retirement annuities 
Mr. John Smith, now age 50 with 23 years of service and serving at the 4th step salary rate 


of GS-9] 


Years of Reduced annuity 
Assumption service High 5 Annuity and survivor 
annuity 
9 ‘ ‘ | $2,380 (self). 
s re $F $2, 45 ¥ : 
Annuity starts at age 62__ 23 $5, 800 , 450 N31" 220 (widow). 


‘ - $2,950 (self). 
28 | 5, 900 3, 080 Ker sae fotdoe), 
($3,120 (self). 


30 | 6, 000 | 3, 270 {Sto Cracow). 
33 | 6, 100 | 3, 800. |{ $3,600 (self) . 


of full annuity. rahi 


1\$1,900 (widow). 


| | 


APPENDIX B 


\rpproxIMATE YEARLY Premtum Cost or ANNUITIES PURCHASED IN THE OPEN 


MARKET 


Example I (retirement at age 60) 








\. Level annual premium from age 50 to age 60 for annuity which pays 
insured: 
|. $3,600 from age 60 to age 62 : : oP 
2. $1,220 theneceforward (difference between the $3,600 he| 
would have received if he had stayed in service to age 60] 
and the $2,380 he wiil receive as deferred annuity starting 
at age 62) or, if insured dies after age 60 and leaves a sur- 
viving widow, will pay his widow > $3, 250 
3. $1,900 thenceforward if insured dies after attaining age 60 but| 
before age 62 : . 
1. $680 thenceforward if insured dies after attaining age 62} 
(difference between the $1,900 she would have received as 
survivor if he had stayed in service to age 60 and the $1,220 
she will receive as survivor of recipient of deferred annuity| 
commencing at his age 62) _ _- 
B. Level annual premium age 50 to age 60 for disability polices v whieh 
will pay insured (for unexpired period to age 60): 
1. $3,250 per annum to take care of premium under A above, 
plus Mae ne a ans, : 340 
2. $2,950 per annum, the disability annuity to which he would 7 
have been entitled at age 55 if he had stayed in service. 
(Age 55 is selected as being the best average that can be 
at ruck.) 
(’, Level annual premium from age 50 to age 60 for ‘tel rm life policy V (issue 
age 50 with protection to age 60) which will pay widow $1,540 per 
annum for her lifetime Soe awibdoaere ae ac aalt hans tee 620 
SOtal anviGal Qreuniain. q..« sinus ceo bac aktewein dune sade 4,210 
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Example II (retirement at age 57) 


\. Level annual premium from age 50 to age 57 for annuity which pays 
insured: 
1. $3,120 from age 57 to age 62___- é 
2. $740 thenceforward (difference between the $3,120 he could 
have received if he had stayed in the service to age 57 and 
the $2,380 he will receive as deferred annuity starting at 
age 62) - i b 
Or, if insured dies after age 57 and leaves a surviving widow, will pay 
his widow: 
3. $1,640 thenceforward if insured dies after attaining age 57 
but before age 62 
t. $420 thenceforward if insured dies after attaining age 62 
(difference between the $1,640 she would have received as 
survivor if he had stayed in service to age 57 and the 
$1,220 she will receive as survivor of recipient of deferred 
annuity commencing at his age 62) ‘ 
B. Level annual premium age 50 to age 57 for disability policy which 
will pay insured (for unexpired period to age 57): 
1. $4,590 per annum to take,care of premium under A above, 
plus a= < Sao 
2. $2,800 per annum, the disability annuity to which he would 
have been entitled at age 54 if he had stayed in service. 
(Age 54 is selected as being the best average that can be 
struck.) Huse iene aes 
C. Level annual premium from age 50 to age 57 for term life policy 
(issue age 50 with protection to age 57) which will pay widow 
$1,455 per annum for her lifetime__- 


Total annual premium 


$4, 590 


340 
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GS-11 
Tue Case or Mr. SmirH 


INTRODUCTION 


This is an attempt to illustrate, in dollars and cents terms, the con- 
siderations a Federal civil servant at the GS—11 level must take into 
account in deciding whether to accept an attractive job offer from 
private enterprise. 

PERSONAL DATA 


The subject of our illustration we will call Mr. John Smith. Mr. 
Sinith is married, 50 years old and, having entered Federal service in 
1934, now has 23 vears of service. He is at the fourth step of grade 
GS-11, and his present annual salary is accordingly $7,035. 


ASSUMPTIONS 


We must make certam arbitrary assumptions. Our first two 
assumptions we will make to be on the conservative side: First, 
that however long Mr. Smith stays m the service he remains in grade 
GS-11; second, that for the rest of his service there are no general 
salary increases. We will also assume that whether Mr. Smith stays 
in Federal service or accepts the offer he has received from outside 
with the XYZ corporation, he will wish in any ease to retire at or 
about age 60. Finally, we will assume that he will wish, if he accepts 
the outside offer, to continue to provide survivor protection for his 
wife and retirement income (including disability retirement income) 
for himself comparable to that which she and he will have if he 
remains in the Federal service. 


PROBLEM 


The problem we have set ourselves is to ascertam what salary Mr. 
Smith will have to obtain in the job with the XYZ corporation if he 
is to break even. 

BASIC COMPUTATION 


1. If Mr. Smith leaves the Government now, he will be entitled to 
a deferred civil service annuity at age 62 of $2,830 a year. Assuming 
that he wishes to provide the maximum survivor annuity for his 
wife at that time, his own annuity will be reduced to $2,730 for him- 
self, and his widow will be entitled to a survivor annuity of $1,420. 
(See appendix A, assumption 1.) 


11 
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If, on the other hand, Mr. Smith remains in the service for 10 
more years and retires at age 60, the corresponding civil service an- 
nuities (based on additional service and, because of within-grade pay 
increases, a slightly higher ‘“‘high-five”’ average salary) will be $4,670 
for himself alone, or $4,380 for himself with $2,340 survivor annuity 
for his widow. (See appendix A, assumption 4.) 

3. If Mr. Smith leaves the service now and wishes to provide an 
ate annuity for himself commencing at age 60 with equivalent 
survivor annuity for his wife, an open- -market purchase at a level 
annual premium over a 10-year period will cost him $4,260 per annum. 
(See appendix B, example I-A.) 

4. Asa Federal employee, if Mr. Smith should become disabled be- 
tween age 50 and age 60, he would be entitled to a disability annuity. 
At age 55, midway “through the 10-year period, this would be $3,470 
for himself with $1,830 survivor annuity for his widow. (See ap- 
pendix A, assumption 2.) We may therefore take the figure of $3,470 
per annum as an approximation of what he would need to buy in the 
way of a disability annuity to cover him up to age 60 if he leaves the 
service. But if he becomes disabled between the time he leaves the 
service and the time he reaches age 60, Mr. Smith will also want to 
continue his premium payments of $4,260 per annum on the annuity 
which is to commence at age 60. 

He will need, in other words, to buy a disability policy which will 
pay him $3,470 plus $4,260 per annum in case of disability, or a total 
of $7,730. The cost of a disability policy purchased on the outside 
which would pay him $7,730 a year for the unexpired period to age 60 
would be about $430 a vear if issued at age 50. (See appendix B, 
example I-B.) 

If Mr. Smith should die between age 50 and age 60 while in the 
Federal service, his widow (assuming he died at age 55) would receive 
a life annuity of $1,830. The premium cost of a term life policy 
(issue age 50 with protection to age 60) which would pay lis widow 
$1,830 a year for her lifetime would be approximately $740 per annum. 
(See appendix B, example I-C.) 

6. Mr. Smith’s present salary is $7,035. His present net income 
after civil service retirement withholding and after Federal income 
tax is $5,530. (Standard deductions are assumed for income tax.) 
Add to this the $4,260 annual cost of the privately purchased annuity 
(item 3 above), the $430 annual premium for the disability annuity 
(item 4), and the $740 term life premium for the survivor annuity 
(item 5) and we find that Mr. Smith’s net income from the XYZ 
corporation after Federal income tax must be $10,960 in order that 
he may break even. At present tax rates this means that Mr. Smith’s 
gross salary with the XYZ corporation must be approximately $13,500 
or nearly twice his present salary. 


FACTORS LEFT OUT OF ACCOUNT 


The foregoing computation is, of course, very rough. It leaves at 
least two factors out of account. First, Mr. Smith’s job with the 
XYZ corporation would undoubtedly give him social security cover- 
age, with a modest annuity based on service from age 50 to age 60 
to which he would be entitled starting at age 65. Second, and more 
important, it does not, for obvious reasons, take account of any 
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retirement annuity, deferred salary payments, or other extra benefits 
which the XYZ corporation job might provide. Either contingency 
would reduce Mr. Smith’s break-even point. 


OFFSETS 


But there are offsets to these uncalculated considerations. Though 
they cannot be equated in terms of money, they are nonetheless 
significant. For example, Mr. Smith, if he stays in the Federal 
service, need not wait until age 60 for optional retirement. He may, 
if he wishes, retire at age 57 with 97 percent of full annuity, since he 
will then have 30 years s of service. 

Or, since he already has more than 20 years of service and is 50 
years of age, he may retire at any time from now on, with immediate 
annuity, if his job is abolished or if he is otherwise involuntarily 
separated except for cause. This annuity will be computed on his 
present service with a reduction from full annuity of 1 percent for 
each year he is under age 60 (but not under age 5: 5) plus 2 percent for 
each year, if any, he is under age 55. 


The cash value of the first of these offsetting considerations is 
illustrated below. 


OPTIONAL RETIREMENT AT AGE 57 


1. It has been pointed out above that Mr. Smith may, if he stays 
in the service, retire at age 57 with 30 years of service. His civil- 
service retirement annuity would then be $3,760 for himself with 
$1,990 for his widow. (See appendix A, assumption 3.) 

To obtain the same benefits with the XYZ corporation, Mr. 
Smith, if he goes into the open market to purchase straight and dis- 
ability annuities and comparable survivor protection for his wife, 
will have to pay the following annual premiums over the next 7 years: 


SUOPORES MING soo os ce oko eek Peace eae ov eae ae -- $5, 850 
SCY BNNUUAY 6-5 oo Sanaa ae are on dk cet a ged eae 130 
Term life with annuity to widow Oh a Aicpren talus cag ori oolias neh piso o> te ce ead 690 

AGE SOO oe at ee ch eee tease 6, 970 


(See appendix B, example II.) 

3. The purchase of these policies, with the payment of such a pre- 
mium cost, would raise Mr. Smith’s break-even point so that he 
would need a net salary from the XYZ corporation, after Federal 
income tax, of $12,500. This would mean a gross salary, at present 
tax rates, of approximately $15,650. 


CONCLUSION 


It is believed that the foregoing analysis, even with its omission 
of a number of the variables that will differ with each individual, 
demonstrates one fact quite clearly. This is that Mr. Smith (if, like 
most Federal employees in his situation, he wishes to retire from 
active employment at or about age 60) should think long and hard 
before he decides, at age 50, to leave the Federal Government for 
private enterprise. If he leaves he will need to command a salary, 
or a salary including supplementary benefits, of something in the 
neighborhood of $13,500 a year in order to break even with his present 
situation at the fourth step of grade GS-11. 
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APPENDIX A 
Civil-service-retirement annuities 


[Calculated for Mr. John Smith, now age 50 with 23 years of service and serving at the 4th step salary rate 
of GS-11] 











| 7 

| Years of | Reduced annuity 
Assumption | service | High5d Annuity and survivor 

| annuity 

| 


9 an |f$2,730 (self). 
= 550 1\$1,420 (widow). 
a ga tea ne q ” | 2 eep |f$3,470 (self). 
2 Sé at ¢£ > 2 4 \ 
2. Retires for disability at age 55_ 28 7, 000 3, 660 \$1,830 (widow). 
3. Continues to age 57, then retires optionally at || 30 7 300 3. 980 | {$3,760 (self). 
97 percent of full annuity. J | ’ | _— ($1,990 (widow). 
4. 670 {$4,380 (self). 
| 7" |\$2,340 (widow). 


1, Resigns now; annuity starts at age 62_. 23 | $6, 700 | 


| 


4. Continues to age 60_.__.__- idSeede 33 7, 500 


APPENDIX B 


APPROXIMATE YEARLY PREMIUM Cost oF ANNUITIES PURCHASED IN THE OPEN 
MARKET 


Example I (retirement at age 60) 


A. Level annual premium from age 50 to age 60 for annuity which pays 
insured: 
1. $4,380 from age 60 to age 62___________ Saat cede on 
2. $1,650 thenceforward (difference between the $4,380 he would| 
have received if he had stayed in service to age 60 and the 
$2,730 he will receive as deferred annuity starting at age 62) 
or, if insured dies after age 60 and leaves a surviving 
WROTE, Wh Oy Te WIGON coc ee a hE ae 
3. $2,340 thenceforward if insured dies after attaining age 60 
but before age 62____- ‘ Cine eileen 
4. $920 thenceforward if insured dies after attaining age 62) 
(difference between the $2,340 she would have received as 
survivor if he had stayed in service to age 60 and the 
$1,420 she will receive as survivor of recipient of deferred 
annuity commencing at his age 62)____________-_ Era has aes 
B. Level annual premium age 50 to age 60 for disability policy which 
will pay insured (for unexpired period to age 60): 
1. $4,260 per annum to take care of premium under A above, 
plus 
2. $3,470 per annum, the disability annuity to which he would 
have been entitled at age 55 if he had stayed in service. 
(Age 55 is selected as being the best average that can be 
struck) ‘5 : 5 ceantt ae RRR Sage macst wees oe 
C. Level annual premium from age 50 to age 60 for term life policy 
(issue age 50 with protection to age 60) which will pay widow 
$1,830 per annum for her lifetime__._..................---.--- 740 





430 


este Genaal prominm. -.... 263208 2 ae desk esa 5, 430 
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Example II (retirement at age 57) 


Level annual premium from age 50 to age 57 for annuity which pays 
insured: 

1. $3,760 Brom ate 87 te ame: GF. oo ne ana e eace eee 
2. $1,030 thenceforward (difference between the $3,760 he could 
have received if he had stayed in the service to age 57 and 
the $2,730 he will receive as deferred annuity starting at 
age 62) or, if insured dies after age 57 and leaves a surviving 

widow, will pay his widow - _ - - - -- $5, 850 


3. $1,990 thenceforward if insured dies after attaining age 57 but 
before age 62 on teh co Slew eee tame clad alee ain 
4. $570 thenceforward | if ‘insured dies after. attaining age 62 
(difference between the $1,990 she would have received as 
survivor if he had stayed in service to age 57 and the $1,420 
she will receive as survivor of recipient of deferred annuity 
commencing at his age 62)_______~_ tk ak 
B. Level annual premium age 50 to age 57 for disability ‘policy which 
will pay insured (for unexpired period to age 57): 
1. $5,850 per annum to take care of premium under A above, 
plus— 430 
2. $3,300 per annum, the disability annuity to which he would 
have been entitled at age 54 if he had stayed in service. 
(Age 54 is selected as being the best average that can be 
Ste0CK) | «oc cose cd cdkekcw dl eet ae eee 
C. Level annual premium from age 50 to age 57 for term life policy (issue 
age 50 with protec ction to age 57) which will pay widow $1,735 per 
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GS-17 
Tue Case or Mr. SmitH 


INTRODUCTION 


This is an attempt to illustrate, in dollars and cents terms, the 
considerations a Federal civil servant at the GS-17 level must take 
into account in deciding whether to accept an attractive job offer 
from private enterprise. 

PERSONAL DATA 


The subject of our illustration we will call Mr. John Smith. Mr. 
Smith is married, 50 years old and, having entered Federal service in 
1934, now has 23 years of service. He is at the base of grade GS-17, 
and his present annual salary is accordingly $13,975. 


ASSUMPTIONS 


We must make certain arbitrary assumptions. Our first two 
assumptions we will make to be on the conservative side: First, that 
however long Mr. Smith stays in the service he remains in grade 
GS-17; second, that for the rest of his service there are no general 
salary increases. We will also assume that whether Mr. Smith stays 
in Federal service or accepts the offer he has received from outside 
with the XYZ corporation he will wish in any case to retire at or 
about age 60. Finally, we will assume that he will wish, if he accepts 
the outside offer, to continue to provide survivor protection for his 
wife and retirement income (including disability retirement income) 
for himself comparable to that which she and he will have if he 
remains in the Federal service. 


PROBLEM 


The problem we have set ourselves is to ascertain what salary Mr. 
Smith will have to obtain in the job with the XYZ corporation if he 
is to break even. 

BASIC COMPUTATION 


1. If Mr. Smith leaves the Government now, he will be entitled to 
a deferred civil-service annuity at age 62 of $5,500 a year. Assum- 
ing that he wishes to provide the maximum survivor annuity for his 
wife at that time, his own annuity will be reduced to $5,130 for 
himself, and his widow will be entitled to a survivor annuity of 
$2,750. (See appendix A, assumption 1.) 

2. If, on the other hand, Mr. Smith remains in the service for 10 
more years and retires at age 60, the corresponding civil-service 

16 
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annuities (based on additional service and, because of within-grade 
pay increases, a slightly higher ‘“‘high-five’’ average salary) will be 
$9,200 for himself alone, or $8,460 for himself with $4,600 survivor 
annuity for his widow. (See appendix A, assumption 4.) 

If Mr. Smith leaves the service now and wishes to provide an 
equivalent annuity for himself commencing at age 60 with equivalent 
survivor annuity for his wife, an open market purchase at a level 
annual premium over a 10-year period will cost him $8,500 per annum. 
“= appendix B, example I-A.) 

As a Federal employee, if Mr. Smith should become disabled 
catia age 50 and age 60, he would be entitled to a disability annuity. 
At age 55, midway through the 10-year period, this would be $6,850 
for himself with $3,700 survivor annuity for his widow. (See appendix 
A, assumption 2.) We may therefore take the figure of $6,850 per 
annum as an approximation of what he would need to buy in the way 
of a disability annuity to cover him up to age 60 if he leaves the serv- 
ice. But if he becomes disabled between the time he leaves the service 
and the time he reaches age 60, Mr. Smith will also want to continue 
his premium payments of $8,500 per annum on the annuity which is 
to commence at age 60. 

He will need, in other words, to buy a disability policy which will 
pay him $6,850 plus $8,500 per annum in case of disability, or a total 
of $15,350. The cost of a disability policy purchased on the outside 
which would pay him $15,350 a year for the unexpired period to age 
60 would be about $850 a year if issued at age 50. (See appendix B, 
example I-B.) 


5. If Mr. Smith should die between age 50 and age 60 while in the 
Federal service, his widow (assuming he died at age 55) would receive 
a life annuity of $3,700. The premium cost of a term life policy 
(issue age 50 with protection to age 60) which would pay his widow 
$3,700 a vear for her lifetime would be approximately $1,500 per 
annum. (See appendix B, example I-C.) 

6. Mr. Smith’s present salary is $13,975. His present net income 
after civil-service retirement withholding and after Federal income 
tax is $10,400. (Standard deductions are assumed for income tax.) 
Add to this the $8,500 annual cost of the privately purchased annuity 
(item 3 above), the $850 annual premium for the disability annuity 
(item 4), and the $1,500 term life premium for the survivor annuity 
(item 5) and we find that Mr. Smith’s net income from the XYZ 
corporation after Federal income tax must be $21,250 in order that 
he may break even. At present tax rates this means that Mr. Smith’s 
gross salary with the X YZ corporation must be approximately $29,500, 
or substantially more than twice his present salary. 


FACTORS LEFT OUT OF ACCOUNT 


The foregoing computation is, of course, very rough. It leaves at 
least two factors out of account. First, Mr. Smith’s job with the 
XYZ corporation would undoubtedly give him social-security cover- 
age, with a modest annuity based on service from age 50 to age 60 to 
which he would be entitled starting at age 65. Second, and more 
important, it does not, for obvious reasons, take account of any retire- 
ment annuity, deferred salary payments, or other extra benefits which 
the XYZ corporation job might provide. Either contingency would 

reduce Mr. Smith’s break-even point. 
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OFFSETS 


But there are offsets to these uncalculated considerations. Though 
they cannot be equated in terms of money, they are nonetheless sig- 
nificant. For example, Mr. Smith, if he stays in the Federal service, 
need not wait until age 60 for optional retirement. He may, if he 
wishes, retire at age 57 with 97 percent of full annuity, since he will 
then have 30 years of service. 

Or, since he already has more than 20 vears of service and is 50 years 
of age, he may retire at any time from now on, with immediate annuity, 
if his job is abolished or if he is otherwise involuntarily separated except 
for cause. This annuity will be computed on his present service with a 
reduction from full annuity of 1 percent for each year he is under age 
60 (but not under age 55) plus 2 percent for each year, if any, he is 
under age 55. 

The cash value of the first of these offsetting considerations is 
illustrated below. 


OPTIONAL RETIREMENT AT AGE 57 


1. It has been pointed out above that Mr. Smith may, if he stays in 
the service, retire at age 57 with 30 years of service. His civil service 
retirement annuity would then be $7,335 for himself with $3,975 for 
his widow. (See appendix A, assumption 3.) 

2. To obtain the same benefits with the XYZ corporation, Mr. 
Smith, if he goes into the open market to purchase straight and dis- 
ability annuities and comparable survivor protection for his wife, will 
have to pay the following annual premiums over the next 7 years: 


een Ween. 40 . 06. Leo. JUdceic a Ib ee eee $11, 90 

Sg TB ES AS TER eee Pa ee ee COE | oe ee eee 860 

OCUUaiee Wale MUNNICY 10 WillOW 4. sk. hack ~ aes os bh ka deen de anncese 1, 400 
I CIN aur chines on ed eed idee ch ke hate e bick eet 14, 16 


(See appendix B, example IT.) 

3. The purchase of these policies, with the payment of such a pre- 
mium cost, would raise Mr. Smith’s break-even point so that he would 
need a net salary from the XYZ corporation, after Federal income 
tax, of $24,560. This would mean a gross salary, at present tax rates, 
of approximately $35,500. 

CONCLUSION 


It is believed that the foregoing analysis, even with its omission of 
a number of the variables that will differ with each individual, demon- 
strates one fact quite clearly. This is that Mr. Smith (if, like most 
Federal employees in his situation, he wishes to retire from active 
employment at or about age 60) should think long and hard before he 
decides, at age 50, to leave the Federal Government for private enter- 
prise. If he leaves he will need to command a salary, or a salary 
including supplementary benefits, of something in the neighborhood 
of $30,000 a year in order to break even with his present situation at 
the base of grade GS-17. 
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APPENDIX A 


Civil service retirement annuities 


[Calculated for Mr. John Smith, now age 50 wr ae 7" of service and serving at the base salary rate 
of GS-17 














Years of Reduced annuity 
Assumption | service High 5 Annuity and survivor 

annuity 

1. Resigns now. Annuity starts at age 62..____-- | 23 $13, 000 | $5, 500 | $5,130 (self). 
1 | $2,750 (widow). 

2. Retires for disability at age 55................- | 28 14, 200 | 7, 400 | $6,850 (self). 
| $3,700 (widow). 

3. Continues to age 57, then retires optionally at 30 14, 600 | 7, 950 $7,335 (self). 
97 percent of full annuity. } $3,975 (widow). 

4. Continuné te ageSO... 65. wae 33 14, 800 | 9, 200 | $8,460 (self). 


$4,600 (widow). 





APPENDIX B 


APPROXIMATE YEARLY PrRemiIcM Cost oF ANNUITIES PURCHASED IN THE OPEN 
MARKET 


Example I (retirement at age 60) 


A. Level annual premium from age 50 to age 60 for annuity which pays 
Insured: 
1. $8,460 from age 60 to age 62_ 
2. $3,330 thenceforward (difference between the $8,460 he would 
have received if he had stayed in service to age 60 and the 
$5,130 he will receive as deferred annuity starting at age 
62) or, if insured dies after age 60 and leaves a surviving 
widow, will pay his widow - - $8, 500 
3. $4,600 the nceforward if insured dies after attaining age 60 
but before age 62 
4. $1,850 thenceforward if insured dies after attaining age 62 
(difference between the $4,600 she would have received as 
survivor if he had stayed in service to age 60 and the $2,750 
she will receive as survivor of recipient of deferred annuity 
commencing at his age 62) _ - 
B. Level annual premium age 50 to age 60 for disability policy which 
will pay insured (for unexpired period to age 60): 
1. $8,500 per annum to take care of premium under “A” above, 


plus : ths Bical r 
2. $6,850 per annum, the disability annuity to which he would 850 
have been entitled at age 55 if he had stayed in service. 
(Age 55 is selected as being the best average that can be 
BUF) os ns it capo oc ea lana awn eee aaa ee 
C. Level annual premium from age 50 to age 60 for term life policy 
(issue age 50 with protection to age 60) which will pay widow 
$3,700 per annum for her etme: 200640. bon aceon cewanads 1, 500 


Total annual premium - ---- 


Kip ith avaiun site Shallaine «isi! 
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Example II (retirement at age 57) 


A. Level annual premium from age 50 to age 57 for annuity which pays 
insured: 
a 7, 335 from age 57 to age 62 
2. $2,205 thenceforward (difference between the $7,335 he could 
“he ave received if he had stayed in the service to age 57 and 
the $5,130 he will receive as deferred annuity starting at 
age 62) 
or, if insured dies after age 57 and leaves a surviving widow, 
‘will pay his widow E 
$3,975 thenceforward if insured dies after atti sining age 57 
but before age 62 sn oe fn nate lee ls 
$1,225 thenceforward if insured dies after attaining age 62 
(difference between the $3,975 she would have received as 
survivor if he had stayed in service to age 57 and the $2,750 
she will receive as on of recipient of deferred er 
commencing at his age 62 
B. Level annual premium age 50 to one 57 for disability policy yw hich 
will pay insured (for unexpired period to age 57): 
1. $11,900 per annum to take care of premium under “A” above, 
pilus... ele rea 
2. $6,525 per annum, the ‘disability annuity to which he would 
have been entitled at age 54 if he had stayed in service. 
(Age 54 is selected as being the best average that can be 
struck.) __- 
C. Level annual premium from age 50 to age 57 for term life policy 
(issue age 50 with protection to age 57) which will pay widow $3,525 
per annum for her lifetime 


$11, 900 











